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The Medicare participating physician program was introduced in 1984 to improve the ability of beneficiaries to identify, before receiving services, those physicians who will always accept assignment. Both participation and assignment rates are important measures of beneficiary protection from financial exposure. This DataWatch describes the Medicare participating physician program, not yet three years old, and presents historical data on participation and assignment rates nationally and by state. Identifying trends and patterns in the data represents a first step toward evaluating the program's impact.
Medicare Assignment Policy
Before the Medicare participation program was introduced, physicians providing services to beneficiaries chose to accept or decline Medicare assignment on a claim-by-claim basis. Physicians who accept assignment submit their bills directly to the Medicare carrier and agree to accept Medicare approved charges as payment-in-full for their services, regardless of their actual charges. Physicians bill the beneficiary on assigned claims only for the applicable Part B deductible ($75 annually) and coinsurance of 20 percent of approved charges. Physicians who do not accept assignment bill the beneficiary directly for their actual charges, which generally exceed the amount Medicare approves. The beneficiary then files a claim with the carrier and is reimbursed for the approved charge, net of applicable cost-sharing. Thus, on unassigned claims, the Medicare patient is financially liable not only for coinsurance and deductible amounts, but also for any difference between actual and approved charges, known as "extra-billing" or "balance-billing." Extrabilling amounts averaged 23.6 percent of approved charges for unassigned claims in fiscal year 1984, and 26.6 percent in fiscal year 1986.
The Medicare Participation Program
The Medicare participating physician program was established by the Deficit Reduction Act of 1984 (DEFRA) and took effect October 1, 1984 . A physician who elects to participate enters into an agreement with the Secretary of Health and Human Services to accept assignment for all items and services provided to Medicare beneficiaries during a twelvemonth period. 1 The statute provides that physicians make participation decisions annually, during an enrollment period prior to the participation year. 2 This way, beneficiaries can identify, before they receive services, those physicians who will accept assignment all the time. The traditional option to accept assignment on a claim-by-claim basis remains for nonparticipating physicians.
DEFRA also imposed a fifteen-month freeze (July 1, 1984 through September 30, 1985) on Medicare payments for physicians' services. It likewise froze the actual charges of nonparticipating physicians, limiting the amount of extra-billing these physicians could charge to the levels in effect during a base period, April-June 1984. It was in this environment that physicians made their initial decisions regarding participation.
Participation Periods
Enrollment took place in late August and September 1984 for the first participation period, October 1, 1984 through September 30, 1985. Enrollment for the second participation period was held in September 1985. After that enrollment period closed, Congress extended the freeze on Medicare physician payments and nonparticipating physicians' actual charges several times. Because the freeze extensions were enacted after physicians had already made their participation decisions, the Consolidated Omnibus Budget Reconciliation Act of 1986 (COBRA) allowed physicians to reconsider those decisions, for the period beginning May 1 and lasting through the end of the year. COBRA also provided for an increase of 4.15 percent in maximum allowable prevailing charges for participating physicians; extended through December 31, 1986 the freeze on payments to and actual charges of nonparticipating physicians; and moved the participation period from a fiscal year to a calendar year basis. In 1987, for the first time, the calendar year participation period will run a full twelve months.
During the annual enrollment period, the Medicare carriers send physicians a letter giving them the opportunity to enter into participation agreements or to continue or withdraw from existing agreements. An existing participation agreement is renewed automatically unless the physician terminates it during an enrollment period. Physicians also receive a detailed fact sheet describing the terms of participation and any relevant statutory changes for the upcoming period. During the enrollment period, physicians can request information from carriers on their customary and prevailing charges to assist their decision making.
Participation Incentives
DEFRA and subsequent legislation have provided for several incentives-both financial and nonfinancial-to encourage physicians to participate. Financial incentives for participation originally took the form of exemption from the freeze on actual charges. While nonparticipating physicians were prohibited from raising their charges above the base period levels, participating physicians were free to raise their charges, potentially increasing their payments in the following year. When the Omnibus Budget Reconciliation Act of 1986 (OBRA-86) replaced the freeze with limits on increases in nonparticipating physicians' actual charges, participating physicians were again exempted from the constraint. 3 In addition, effective May 1, 1986 , the statute provided for a 4 percent differential between the prevailing charges applied to participating and nonparticipating physicians. 4 In essence, then, the incentive system in the participation program has a dual nature. On the one hand, it reduces the advantages of nonparticipation by limiting the physician's capacity to extra-bill. On the other, it rewards participating physicians with higher prevailing charges and exemption from the limits on their actual charges.
Nonfinancial incentives for participation take several shapes. Participating physicians benefit from dedicated lines for electronic receipt of claims. Also, effective October 1, 1987, the prompt payment standard for carriers provides a seven-day advantage to participating physicians. The carriers annually publish local area directories of participating physicians, which include their names,. addresses, specialties, and telephone numbers. Beneficiaries receive annual notices with their Social Security checks indicating the availability of the directories. 5 The information included in the directories is also available to beneficiaries over the carriers' toll-free telephone lines. Finally, beneficiaries are reminded of the participation program and its financial advantages for them through a form sent to beneficiaries each time a claim is processed. 6 Several other provisions of statute were designed specifically to encourage referral patterns that make use of the participation network. The law requires that directories be provided to all participating physicians and to all hospitals, which, in turn, must make them available to their patients. Also, the law requires that hospital personnel make referrals to participating physicians when practicable.
The most recent legislation requires that carriers implement programs to recruit and retain participating physicians, and to make beneficiaries familiar with the participation program. The carriers will be rewarded financially based on their performance in recruitment.
Participation Rates
Physician participation in Medicare can be measured in two ways: by the number of physician participation agreements signed as a percentage of all physicians billing Medicare, and by the percentage of total covered charges accounted for by participating physicians. We believe that the rate based on covered charges is the more meaningful measure of participation as it reflects Medicare spending for services billed by participating physicians, while the rate based on agreements signed treats all physicians equally, regardless of the volume of Medicare services they provide. Therefore, with one exception, the exhibits in this DataWatch present participation and assignment rates based on covered charges.
Exhibit 1 shows that, while the percentage of physicians signing agreements has remained relatively stable over the four participation periods, the percentage of covered charges accounted for by participating physicians has grown, particularly in the last two periods. Consistently, the percentage of total dollars attributable to participating physicians has been greater than the percentage of all physicians signing agreements.
In FY 1985, the first year of the participation program, 30.4 percent of all physicians signed participation agreements. 7 During this same period, these physicians accounted for 36.0 percent of Medicare-covered physician charges. 8 In the second period (October 1985 through April 1986), 28.4 percent of physicians signed participation agreements, but these physicians rendered services accounting for 36.3 percent of Medicarecovered physician charges. In the third period (May through December 1986), the 28.3 percent of physicians with agreements accounted for 38.7 percent of covered charges. The increase in participating physicians' prevailing charges in the third period explains a significant portion (about 60 percent) of the increase in their share of covered charges between the second and third periods. But the remainder of the increase reflects a larger proportion of total Medicare services provided by participating physicians. 9 For the current participation period, 30.6 percent of physicians have signed agreements. However, the data for the first quarter of 1987 show that these physicians account for 43.7 percent of total covered charges. This difference between the percentage of physicians who participate and the share of dollars they account for is the biggest since the participating physician program began. The 43.7 percent should be interpreted cautiously, however, in light of a possible seasonal effect: the rate reflects only those claims processed during the first quarter of 1987. Beneficiaries frequently wait until they meet the $75 deductible before submitting unassigned claims, while physicians submit assigned claims more quickly. Thus the share of total covered charges accounted for by participating physicians in the first quarter may overstate the rate for the entire year.
Exhibit 2 shows participation rates state by state in each of the four participation periods. Several characteristics of participation emerge from the data. First, the rates vary widely from state to state. In the current period, the rates range from a low of 8. The trend in state participation rates generally has been upward. Comparisons between the first and fourth periods and between the third and fourth periods show that, in all but eight and seven states, respectively, participation rates have increased. At the same time that the rates vary widely and generally are increasing, the pattern of participation rates among states has remained relatively stable over time. That is to say, a high state has tended to stay high and a low state, low.
Assignment Rates
Exhibit 3 shows the national assignment rate beginning in FY 1972. The rates in the first column reflect the percentage of total covered charges attributable to assigned claims for services billed by both physicians and nonphysicians. The rates in the second column reflect the covered charges for services billed by physicians alone. For the years prior to the participation program, it is not possible to separate services billed by physicians and nonphysicians.
The data reveal a gradual upward trend in assignment rates since FY 10 In FY 1985, the first year of the participation program, the rate took a dramatic leap of 9.5 percentage points or 16.4 percent, from 57.9 percent to 67.4 percent. Some portion of the increase can be explained by a provision of DEFRA, taking effect July 1, 1984, that mandated assignment for clinical laboratory services furnished by independent laboratories. While other factors may also have contributed, it is our judgment that a significant portion of the increase in the assignment rate is an effect of the physician participation program itself. We suspect that some physicians who had high assignment rates prior to the program signed participation agreements and now accept assignment on all services. In addition, nonparticipating physicians may be accepting assignment more frequently in response to competition introduced by participating physicians.
The assignment rate has continued to rise since FY 1985, reaching 69.5 percent in FY 1986, 70.0 percent in the first quarter of FY 1987, and a historic high of 72.8 percent in the second quarter, the latest period for which data are available. The assignment rates for physicians alone have also continued to rise since FY 1985. The rate increased from 65.5 percent in that year to 66.3 percent in FY 1986, and reached 70.0 percent in the first quarter of 1987. As before, some of this increase may be attributable to a statutory change, this one effective January 1, 1987, mandating assignment for services performed in physicians' office laboratories.
Data not shown here on Medicare-covered charges of physicians and nonphysicians combined indicate that all states experienced an increase in assignment rates between FY 1984, the year before the participation program, and FY 1985, the first year of the participation program. In FY 1984, thirteen states had assignment rates below 40 percent; in FY 1985, the number of states dropped to five. At the other end of the spectrum, four states had assignment rates above 80 percent in FY 1984, compared to eight in FY 1985. Between fiscal years 1984 and 1985, assignment rates in five states increased by over 40 percent, and in another twenty states by 20 to 40 percent. Only eleven states showed increases of less than 10 percent in their assignment rates, and over half of these were states with high assignment rates prior to the participation program.
Exhibit 4 shows that assignment rates based on Medicare-covered physician charges have generally remained at least at the levels they reached during the first participation period, and in a number of cases have increased further. Thirty-three states and the District of Columbia showed higher physician assignment rates in the third participation period than in the first. When the fourth participation period is compared to the first, forty-seven states show increases. Forty-six states experienced increases between the third and fourth participation periods. Again, a possible seasonal effect may apply here. Despite generally high and sustained physician assignment rates, twenty states (accounting for roughly 25 percent of Medicare physician spending) had assignment rates of 60 percent or less in the first quarter of 1987, compared to the national average rate in that period of 70.0 percent. Ten of these twenty states (representing about 7 percent of physician spending) had assignment rates of 50 percent or less, and four of these ten states (accounting for less than 1 percent of physician spending) had rates of 40 percent or less.
Exhibit 5 shows the national distribution of Medicare-covered physician charges, according to physician participation status and assignment status of the claim for nonparticipating physicians. During the first quarter of 1987, participating physicians accounted for 43.7 percent of covered charges. Nonparticipating physicians accounted for the other 56.3 percent, of which 26.3 percentage points were attributable to assigned claims and 30.0 percentage points to unassigned claims. Thus, over one-quarter of all Medicare-covered physician charges are attributable to the assigned claims of nonparticipating physicians, and the assignment rate among such physicians is 46.7 percent. Combining the participation rate with the assigned services of nonparticipating physicians, the overall physician assignment rate in this quarter was 70.0 percent.
The 5.0 percentage point increase in participating physicians' share of covered charges in the first quarter of 1987 is coincident with reductions in the shares of both assigned and unassigned claims of nonparticipating physicians. This result is difficult to interpret. One might have anticipated, as a consequence of the statutory change mandating assignment for physicians' office laboratories, a drop in the percentage in the The actual participation period was May through December 1986, and the participation agreements were in effect for that time. The actual participation period is January through December 1987, and the participation agreements are in effect for that time. Data from the quarter January through March 1987 are the latest available.
"unassigned" column of Exhibit 5 as these claims moved to the "assigned" column. The somewhat unexpected decrease in the share of total covered charges represented by nonparticipating physicians' assigned claims, along with the 5.0 percentage point increase in the figure for participating physicians, might reflect a decision by physicians who formerly accepted assignment as a general rule to sign participation agreements. This assumes no significant shifts in the volume or mix of services among the three categories of physicians, and no seasonal effects.
Conclusion
The physician participation program has altered the profile of Medicare significantly. Under the program, beneficiaries can identify, before they receive services, those physicians who have agreed to accept assignment all the time. In this sense, the program has contributed a degree of security to a situation often characterized by uncertainty and has improved beneficiaries' ability to make informed choices.
The percentage of physicians signing agreements has remained relatively stable since the first participation period. However, the share of total physician billings accounted for by participating physicians has grown, both in absolute terms and relative to the percentage of physicians who participate. Thus, the participation program has reduced beneficiary uncertainty about, and increased beneficiary protection against, financial exposure. Nevertheless, participation rates vary widely from state to state, meaning that beneficiary protection against financial uncertainty is geographically uneven.
The national assignment rate in the past few years has risen to historic levels, with the result that unassigned claims accounted for only 30 percent of total Medicare-covered physician charges in the first quarter of 1987. Like participation rates, assignment rates vary considerably across states, with ten states showing assignment rates of less than 50 percent. As before, this suggests uneven beneficiary financial protection. While its specific contribution to the increase in assignment rates is difficult to isolate, it is our judgment that the participation program has played a significant role. Although the upward trend in assignment dates to the early 1980s and other factors may have made a contribution, the magnitude of the increase at precisely the time of the participation program's introduction suggests to us that a relationship exists.
Three parameters define beneficiary exposure to out-of-pocket costs: the frequency with which claims are not accepted on an assigned basis; the average reduction on unassigned claims (that is, the excess of the submitted charge over the approved charge); and total physicians' charges. It is possible to estimate the extent to which increases in the assignment rate observed since the participation program began have reduced beneficiary financial exposure. The increase in the assignment rate between FY 1984 and FY 1986 (11.6 percentage points), multiplied by the total FY 1986 claims volume (273 million) and the FY 1986 average reduction per unassigned claim ($33.15), translates into a reduction in beneficiary out-of-pocket costs of roughly $1 billion in FY 1986.
11
Making the assumption that only one-quarter of the increase in assignment is attributable to the participation program, a reduction of about $250 million in beneficiary out-of-pocket expenses was achieved for less than $10 million, the approximate annual marginal administrative cost of the participation program. However, the savings to beneficiaries may be overstated to the extent that they are offset by any increases in volume and changes in the mix of services that have occurred as a result of the participation program itself.
Studies suggest that a variety of factors may be important in physicians' decisions to accept assignment in Medicare and to participate in private insurance programs. Ongoing research sponsored by the Health Care Financing Administration is examining the effect of payment levels, as well as other variables, on physicians' Medicare participation decisions. To the extent that payment levels are an important determinant of participation in Medicare, proposals to alter Medicare reimbursement must be evaluated in light of their potential impact on participation, assignment, and beneficiary financial exposure.
